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THE NATIONAL DEBT OF THE 
GERMAN EMPIRE. 

BT DR. ADOLPH WAGNER, PROFESSOR OF POLITICAL ECONOMY IN 
BERLIN UNIVERSITY. 



The present German Empire was formed, as we know, by the 
Union in 1871 of the South German states with the North Ger- 
man Confederation and the addition, after the peace of Frank- 
furt in 1871, of Alsace-Lorraine, territory which had been wrest- 
ed by Prance from the old German Empire. 

Till the outbreak of the Franco-Prussian war in the summer 
of 1870, the North German Confederation, itself only in existence 
since 1866-67, had made but modest demands upon the State 
credit — grants amounting to 17 million thalers (51 million 
marks) only having been obtained for naval and coast defence 
purposes. This sum, however, was never entirely placed, nor was 
it strictly speaking a loan; but it was raised by the issue of 
Treasury Bonds to the amount of 13.45 million thalers (40.35 
million marks). A considerable quantity of these bonds were 
several times repaid and re-issued for small amounts, but they 
were finally paid off in 1872. 

The expenses of the war of 1870 were borne by the North Ger- 
man Confederation and each of the South German States on its 
own separate account. The new loans raised for this purpose by 
the North German Confederation were partly in the form of a 
five per cent. Consolidated Loan of 120 million thalers (360 
million marks) in July 1870, of which, however, only 113.37 
million thalers were issued ; partly by the issue, from time to time, 
of Treasury Bonds at short dates, which were soon called in ; and 
partly by the issue of Treasury Bonds, running for five years. 
Thus, by the end of 1871, there was a new North German Con- 
federation Debt of 220,020,801 thalers. 
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However, the successful issue of the war and France's war 
indemnity of five milliard francs enabled the Confederation to 
repay these loans in full in 1872, so that only a few unredeemed 
bonds still exist. A small portion of the debt (17,000 marks) is 
still outstanding. 

For the relief of the economic disturbances consequent on the 
war of 1870, the North German Confederation started the so- 
called " Advance Banks " (Darlehnscassen), empowered, by 
means of specially issued State paper money, to give loans at 
fixed interest to trades-people, and so forth. This paper money 
was issued in amounts of 5, 10, and 25 thalers; and though it was 
not legal tender nor convertible into coin on demand, it was 
taken in payment at all public offices and, owing to the favor- 
able issue of the war, never fell below par. Of the 30,000,000 
thalers granted for this purpose, 29,651,000 thalers were issued, 
but in 1871-72 the issue was almost entirely redeemed, and the 
Banks themselves closed. By 1873, therefore, the German Em- 
pire, in its character of legal successor to the North German 
Confederation, actually had no State Debt. 

The debt came into existence again in 1875, when the French 
War Indemnity had been absorbed in the costs of the war, the 
repayment of loans, joint Imperial expenditure, the creation of 
Imperial Funds, and in distribution among the separate States. 
Including such sums as the 200 million francs contributed by the 
city of Paris, the surplus from the taxes raised in France, etc. 
(55.93 million marks), and the value, with its accumulated in- 
terest, of the Alsace-Lorraine Bailway (assessed at 260 million 
marks), the Indemnity had amounted to 4,467,096,402 marks. 

The new debts since 1875 had been contracted partly in the 
form of loans, partly in the issue of Treasury Bonds. The loans 
were chiefly employed on extra outlay for army and navy, for 
fortifications, for the construction of so-called strategical rail- 
ways, with subsidies to the separate States for a similar purpose. 
The fact that Germany's present position among the Continental 
Powers is, in great part, due to her having applied so much of the 
War Indemnity and of the fresh loans she raised since 1875 to 
the use of the Army, fully justifies such employment of those 
funds, just as the founding and expanding of her naval power 
afford a similar justification for the sums used and loans raised 
for this purpose. 
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The legislation upon the subject of the new increase of the 
navy and the " East Asiatic Expedition " (as it is called) to 
China has produced an augmentation of the national debt, and the 
former measure will continue to do so for some years to come. 
Additions to the debt have also taken place upon account of the 
army, etc., and will do so also in the future. This may be seen 
from the following figures : 



Tear. 


Total of the Imperial 

Debt in Millions of 

Marks. 


Imperial Loan in Mil- 
lions of Marks. 


Cost of the Debt accord- 
ing to the Budget, in 
Thousands of Marks. 


1898 


2302 
2343 
2419 
2500 
c. 2750 


2182 
2223 
2299 
2380 
c. 2630 


72,288 


1899 


75,519 


1900 


77,701 


1901 


88,543 


1902 









Of the Imperial Loan upon April 1st, 1900, there were 1,240 
millions at 3% per cent., 1058.5 at 3 per cent.; 80 millions of 
4 per cent. Treasury bills were added to this on April 1st, 1901, 
and, later still, 300 millions more of 3 per cent. loan. 

By the Act of April 10th, 1898, a considerable increase of the 
navy had been resolved upon. As this increase was not regarded 
as sufficient, the Imperial Government introduced a new bill, 
which passed in the Eeichstag after violent political and Parlia- 
mentary conflicts, although not exactly in the form originally 
proposed. According to this scheme, a sum of 1367.5 million 
marks was voted for the construction of new ships, and was to 
be employed during the years 1901-1916. Inclusive of other 
special expenditure for shipbuilding, armaments, harbors, and 
dockyards, an additional amount of 1861 million marks was to 
be expended upon the navy during the sixteen years from 1901 
to 1916: this expenditure was to be distributed as equally as pos- 
sible between the different years. Only 761.13 millions were to 
be raised by means of loans, and the balance of 1099 millions 
was to be placed on the list of ordinary charges upon an annually 
increasing scale. In the Act of June 14th, 1900, which repealed 
the former Navy Act of April 10th, 1898, this new scheme came 
into force in a somewhat modified form. According to this Act, 
" the raising of the amounts necessary to the carrying out of this 
law is subject to an annual estimate in the list of the national 
expenditure." A part of the amount will be raised by the in- 
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elusion of the sums in question in the General Supply List, while 
another part will be raised by means of loans. An increase in 
the Imperial Debt is accordingly to be anticipated for several 
years to come; the recent increase of the interest of the Debt is 
also traceable to the same cause. The Navy List, which is becom- 
ing such an important item of the national expenditure, shows 
the following development during the last 4 years (Budget 
figures) : 

NAVY LIST IN THOUSANDS OP MARKS. 



I 



1900. 



| 1901. 



General expenses 

Special expenditure in ordi 
nary List 

Special expenditure in ex- 
traordinary List 

Total 



62,751 


69,045 


73,863 


29,368 


30,037 


38,278 


29,636 


33,879 
132,961 


40,621 


121,755 


152,762 



79,878 

61,615 

55,523 

197,016 



These figures do not include the grants for disabled sailors. 
The grants in the Navy Estimates for the Chinese province of 
Kiautschau, which is subject to Admiralty administration, are 
likewise not included in the above figures. 

The expenses of the East Asiatic Expedition were estimated 
at 152,770,000 marks in a supplement to the Navy Estimates for 

1900, i. e., for the period between the summer of 1900 and March 
31st, 1901 ; in the Estimates for 1901, they were fixed at 123,- 
322,000 marks, in view of the probable conclusion of the expedi- 
tion. The whole forms a total of 276,092,000 marks. These sums 
are raised entirely by means of loans. 

It thus appears that, during the last few years, both the navy 
and the foreign policy have contributed towards the augmenta- 
tion of the German Debt in a considerable degree ; for some time 
past the loans raised have been principally for military and naval 
expenses. In the Budget Act of 1900, a sum of 80,477,000 
marks was devoted to paying off loans ; together with the loan for 
the China Expedition, it amounted to 233,247,000 marks. In 

1901, the corresponding sum was 203,304,000 marks, making 
altogether 436.5 millions. Moreover, the grants allowed by law 
in the Budget towards the diminution of the national debt were 
reduced in 1900 to 2,291,000 marks, and altogether cancelled in 
1901, in order that they should be employed to meet special ex- 
penses, and so lessen the amount of new loans to be raised. But 
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the revenues of the Empire, which have been hitherto steadily 
increasing, especially of late years, have on the other hand con- 
tributed to the maintenance of prosperous financial conditions. 
Only quite recently have signs of a decrease in the revenues ap- 
peared, in consequence of the general financial crisis. 

Under the influence of the absorption of capital through the 
great impetus given of late years to industry and trade, the rate of 
interest in Germany rose slightly, while the price of Imperial and 
State papers sank. This was probably due in some measure 
also to the political events in Asia and South Africa. The average 
price of the 3% per cent. Imperial Loans stood only at 95.82 in 
1900, in comparison with 99.77 in 1899, 102.64 in 1898, 103.51 
in 1897, and 104.57 in 1896 : the lowest price was 92.75, at the 
end of September, 1900. The 3 per cent. Imperial Loans showed 
an average price of 86.74 in 1900, against 90.71 in 1899, 95.51 
in 1898, 97.65 in 1897, and 99.12 in 1896. The lowest figure 
was 84.90 in October, 1900. Since that time, however, and 
especially since the spring of 1901, these prices have risen con- 
siderably: at the beginning of August, 1901, the Sy 2 Per Cents 
stood at 101-101.5, and the 3 Per Cents at over 92. The finan- 
cial and industrial crisis, which depreciated the value of so many 
investments, has brought a great deal of capital back to Govern- 
ment securities. 

In order to defray the expenses of the Chinese Expedition, a 
loan in the form of Treasury Bonds for 80 million marks was 
raised by arrangement with German banks in New York: this 
loan, for the first time for many years, was rated at 4 per cent, 
and stood at par. The negotiation of this loan abroad met with 
great opposition in Germany, but was justified by the prevailing 
tightness of the German money market. The loan has since par- 
tially returned into German hands. 

It is important to note that a small portion of the Loans 
raised for military and naval purposes have been employed for 
other things; for instance, for the Post and Telegraph, the Im- 
perial State Eailways in Alsace-Lorraine, the North Sea Canal, 
subsidies to Hamburg and Bremen to enable them to enter the 
Zollverein, the currency reforms and so forth. The interest, etc., 
on these sums is partially covered by the receipts of the post and 
telegraph, State Eailway and other departments; so that these 
debts are to a certain extent productive, a point not to be over- 
vol. clxxiv. — no. 547. 54 
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looked when examining the Imperial State Debt, as the net 
receipts of these departments have then to be taken into account. 

The net profits of the Alsace-Lorraine Railway supply not only 
the interest on the sum at which the French railway was assessed 
as part of the War Indemnity, but also the interest on the capital 
expended by the Empire on the equipment and extension of the 
railway system; for neither working capital nor rolling stock 
was included in the cession of the line to Germany, and had to 
be provided at the expense of the Empire. 

In the Budget of 1900, for instance, a surplus of 26.58 million 
marks was put down to the Imperial Eailways, whereby more than 
one-third of the interest on the Imperial Debt is covered. Other 
net receipts — for instance, 1.87 million marks from the Imperial 
Printing Office taken over from Prussia and enlarged, and 47.07 
million marks from the Imperial Post and Telegraph — amply 
suffice to cover the rest of the annual charges on the Imperial 
Debt, without counting the revenue from other sources, such as 
the share in the net profits of the Imperial Bank of Germany, 
which appeared in the Budget of 1900 as 9.70 million marks 
and was actually more. 

It is thus clear that there is no necessity to tax the people in 
order to cover the interest on the Imperial Debt, an infinitely 
more favorable condition of things than in other countries. 

This is without regard to the condition of the finances of the 
separate States, which happens, however, to be so favorable that 
even a very considerable increase in the Imperial Debt for military 
and naval purposes may be contemplated without the least appre- 
hension. 

The Imperial State Loans are all in the form of Eentes whereby 
the debtor, the Government, promises only the interest not defi- 
nite repayment, but reserves the right to give notice of the repay- 
ment of the capital. The first loans which were placed between 
1877 and 1884, according to the Laws of 1875 and 1884, were 
bearing 4 per cent, interest, and were issued at first a little below 
par, giving a return of 4.21 per cent, and gradually falling to 
4.077; since 1880, owing to the improvement in State credit, 
higher quotations and lower interest on landed property, they 
rose steadily above par, while the return fell to 3.819 per cent. 
The continued low rate of interest in the money market enabled 
the Government in 1897 to give notice of the conversion of these 
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loans and to lower the rate of interest to 3~¥ 2 per cent, from Oc- 
tober 1st, 1897 — a measure which has proved entirely successful. 

The subsequent Imperial Loans were placed at 3y 2 and 3 per 
cent., the former at or a little above par, the latter at first con- 
siderably below par (1886-87) but rising later almost to par 
(1897-98), thus giving a return of a little more than 3 per cent. 
The average price of issue of the 4 per cent, loans was 99.06, with 
4.038 interest; of the 3% per cent, loans, 101.10, with 3.462 in- 
terest; of the 3 per cent, loans, 95.53, with 3.140 interest. 

Since then, that is since 1898 and especially since the summer 
of 1899, as everywhere else in Europe, the quotations for the 
German Imperial Loans and German State Loans generally have 
fallen considerably, owing to the tightness of the money markets, 
the South African War, and, in Germany especially, on account 
of the rapid expansion of industry and commerce and the conse- 
quent demands on capital and credit. The price of the German 
3y 2 per cent. Imperial and State Loans, which had already reach- 
ed 104 to 105% (maximum 105.70 in 1896), has fallen to 95-96 
(March, 1900), that of the 3 per cent, loans which had been 
above par (maximum 100.80 in 1894) to 86-87. The Empire 
and the States will therefore probably have to pay at least 3% 
per cent, for fresh loans. 

The increase in the debt, particularly since 1887, and the fact 
— irrespective of the principle involved — that the greater part of 
the loans were applied to non-productive objects, have led of late 
years to provisions for the systematic amortization of the capital 
of the debt. Till then, no legal enactments existed for a sinking 
fund, nor was any portion of the Budget applied to this purpose. 
By a series of laws, provision has been made since 1896 whereby 
a portion of the Imperial Eevenue derived from the customs and 
certain indirect home taxes shall be devoted — under certain con- 
ditions and to an amount specified in the regulation — to the 
amortization of the debt, or, if advisable, the credits voted by 
Parliament are reduced by the amount in question and thus some 
check put upon the increase of the debt. These enactments, 
which are closely connected with the somewhat intricate finan- 
cial dealings between the Empire and the separate States, cannot 
be more fully entered into here. They appear somewhat too 
complicated as yet, but have nevertheless proved themselves use- 
ful in so far that they have retarded the increase of the Debt. 
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Like -most German State Loans, the Imperial Loan obligations 
are to bearer; they are issued in various amounts (mostly for 
200, 500, 1,000, 2,000, 5,000 marks) and have half yearly coupons 
attached to them. In 1891, however, following Prussia's initia- 
tive, an "Imperial Book of the Debt" was instituted, to some 
extent, though not altogether, on the same lines as that of Eng- 
land. Entries are made there in favor of State creditors, the 
owners of Imperial Government Bonds handing them in for this 
purpose. The Bonds are thus converted into such entries and 
then destroyed; or vice-versa, entries can be re-converted into 
Bonds. A small charge is made for such transactions. 

Treasury Bills have been issued periodically since 1876 to 
furnish the working capital of the Imperial Exchequer, and at 
times to a considerable amount for the purchase of the necessary 
gold for carrying out the currency reforms. They are invariably 
of short date (about 3 to 4 months), they are for large amounts, 
and, of late years, are without coupons, being negotiated like 
Bills at the current discount rates. It is now customary in the 
annual Budget to assign to the Imperial Chancellor a maximum 
credit in Treasury Bills. These Bills may be issued repeatedly 
during a certain period, but must be paid off by a specified date. 
The necessity for this operation explains itself, from the fact 
that State revenue and State outlay do not always correspond 
within the exact period of the year. 

The " Beichscassenscheine " are an institution peculiar to Ger- 
many and a few other countries. They are an Imperial Paper 
Money, having their origin in the paper money issued, before 
1871, almost universally by the separate States, the smaller 
States issuing it in relatively high amounts, considering their 
area and population. In this way, a loan was raised on which 
there was no interest; for, though the paper money was for the 
most part exchangeable for coin on demand, this was seldom 
done, as it was taken in payment in every public office in every 
State, hence there was no call for large redemption funds, and in 
the old days of the silver currency it was a convenient form of 
circulation besides the coin. The great drawback, however, to 
this paper money, was its confusing multiplicity. 

Conformably with the Constitution of the North German Con- 
federation and of the German Empire, the Imperial Legislature 
had now become the only authority competent to deal with this 
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as with all other questions pertaining to currency or banking. 
This was settled in the law of April 30th, 1874. All paper money 
of the various States was recalled, the total slightly reduced in 
value and converted into the new Imperial paper money, the 
" Reichscassenscheine." 

At first there remained over, of the 180.30 million marks of 
State paper money, a sum of 174.89 million marks in " Reichs- 
cassenscheine" which, however, was to be reduced by yearly with- 
drawals down to 1890 to a definite limit of 120 million marks. 
To this amount the Imperial paper money is still in circulation, 
consisting of 20 million marks in amounts of 5 marks, 30 millions 
in amounts of 20 marks, and 70 millions in amounts of 50 marks. 
The Imperial paper money need not be accepted by private persons 
in lieu of coin and is not legal tender, but is received in payment 
by public offices throughout the Empire where they are also cashed 
at the request of the holder. The weak point in the scheme is 
that there is no special cash reserve for their redemption, nor 
any other liquid assets for this purpose, and, though in ordinary 
times their exchange for ready money is seldom asked for, it 
might easily be different at critical times. It would have been 
wiser to have boldly abolished the State paper money at the time 
when the French War Indemnity offered ample means for so 
doing, or at least to have allowed the Imperial Bank to issue 50 
mark notes, its lowest being now 100 marks, especially as with the 
present gold currency there is no real necessity for amounts of 
five or twenty marks. 

The Imperial Bank of Germany, which was developed out of the 
former Bank of Prussia, is not a State Bank, as its capital (for- 
merly 120 million marks, but now being increased) belongs exclu- 
sively to private individuals. Nevertheless, as in the case of the 
old Bank of Prussia, the management is entirely in the hands of 
the State, the bank notes are issued under State control, the 
Empire has a share in the net profits of the Bank, and has the 
right, on the lapse of the concession, to take over the Bank. 

The management of the Imperial Debt is undertaken by the 
Administrative Committee of the Prussian State Debt, for which 
Prussia receives re-imbursement. The charges of administration 
of the Imperial Debt for 1899 were 280,000 marks. " The Im- 
perial Debt Commission," in which the Eeichstag has representa- 
tives, acts as a Board of Control. 
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Pensions, whether military (army and navy) or civil, are not 
reckoned in the actual State Debt, either of the Empire or the 
separate States, as is the case, for instance, in France. Broadly 
speaking, however, they may be regarded in the light of a debt. 
The sum total for 1899 came to 93.23 million marks, 91.78 
million of which go to the army and navy, the remainder to the 
pensions for Government officials. The greater part of the mili- 
tary pensions, however, does not fall on the Imperial Budget, 
but is supported by a special institution, the " Imperial Fund for 
Disabled Soldiers." 

This Fund, with a few others, was formed out of the French 
War Indemnity, with a capital of 561 million marks, in order to 
insure pensions for the soldiers disabled in the war of 1870, 
though later on pension funds from former wars were incorpo- 
rated in it. The Fund is invested in German Government and 
other loans, and, besides the interest, part of the capital itself is 
used, if necessary, to meet the yearly liabilities of the Fund. In 
this way, the capital has shrunk considerably in the course of 
years. The Fund is larger than it actually need be, for the pay- 
ment of the pensions for which it is responsible, and therefore 
represents, in a manner, a free asset of the Empire. All other 
pensions are paid out of the general resources of the Budget. 
The possession by the Empire of a free asset in the shape of the 
War Pensions Fund is a fact to be noted in an appreciation of 
the German National Debt. 

Other Funds were constituted at that time out of the French 
War Indemnity — for instance a Fortifications Fund of 216 mill- 
, ion marks — long since absorbed, and one of 24 million marks for 
the Eeichstag buildings, of which only 0.57 million marks re- 
mained in 1898. On the other hand, very considerable assets still 
remain to the Empire out of the French War Indemnity, in the 
value of the Alsace-Lorraine Railway, which at present yields an 
annual net profit of 26 to 27 million marks, representing a 
capital sum of 500 million marks or more. 

Then there is the " War Chest," the National War Fund of 
120 million marks in gold, also raised from the French Indem- 
nity, an institution almost exclusively peculiar to Germany, and 
a development of the former Prussian State Beserve which dated 
from the time of Frederick William the First in the earlier part 
of the eighteenth century. This Prussian State Beserve had 
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last done service in the wars of 1866 and 1870, especially for the 
rapid mobilization of the troops, Prince Bismarck himself stating 
in the Eeichstag in 1871 that without this source of ready money 
the mobilization of the army, in the summer of 1870, must neces- 
sarily have been delayed, and the war, instead of being carried at 
once into the enemy's country, might have easily begun on the 
Rhine. 

As a result of this opinion, the old Prussian State Eeserve was 
transferred to the Empire in 1871. It had last been officially 
regulated in 1866, when a maximum limit of 30 million thalers 
■ (90 million marks) was fixed, which sum was obtained out of 
the war contribution from Austria and the South German States. 
These 30 million thalers were now refunded to Prussia, she abol- 
ished her State Eeserve, and the Empire founded the present 
" War Chest " of 120 million marks, which is stored in gold 
coins in the Julius Tower of the Portress of Spandau. As its 
sole purpose is for the mobilization and arming of the troops in 
time of war, it has never been touched since its creation in 1871- 
72. The Empire, of course, loses the interest on this dead capital, 
but enjoys in return the inestimable advantage of being able to 
command an immediate supply of ready money on the outbreak 
of a war. Only, the Fund should be larger to satisfy latter-day 
requirements. 

The 120 million marks of the " War Chest " is the same sum 
as that issued in Imperial paper money, so that hereby the Em- 
pire gains the interest it loses on the dead capital. Beyond this, 
however, the correspondence in the two sums is purely accidental. 
Nor is the "War Chest," as is often erroneously supposed, a 
security for the Reichscassenscheine. That, as we know, is not 
its mission at all, which is exclusively to cover the expenses en- 
tailed in mobilizing the army. Nevertheless, in war time it may 
be used to increase the cash of the Imperial Bank of Germany 
and thus place a corresponding amount in bank notes at the dis- 
posal of the army. In this way the War Chest may be accounted 
an additional security for the public credit. 

In discussing the National Debt or any other financial question 
of the German Empire as now constituted, the Empire itself 
must be kept distinct from its separate component States. Never- 
theless, the debts and finances of the Empire and those of the 
separate States are so closely interwoven that, to treat of the 
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Empire by itself, would necessarily create a false impression, 
especially when instituting comparisons with countries like 
France, Great Britain, Bussia, Italy, where no such division 
obtains. 

Thus, in the German Imperial Budget, the chief outlay is for 
army and navy, while only a small portion falls to the Civil List, 
because the civil administration has remained for the most part 
in the hands of the separate States. Post and telegraph belong 
to the Empire, excepting in Bavaria and Wurtemberg, which 
have retained their own. Most of the railways, certainly all the 
important lines, are Government property; but of these only a 
small proportion — the Alsace-Lorraine line — belongs to the Em- 
pire, the rest falling to Prussia and the other States. 

Hence, while in the National Debt of the German Empire can 
only be reckoned such loans as were and still are raised for de- 
fraying the expenses of army, navy, Imperial Post, and the above 
mentioned railway, those dating from 1866 (in North Germany) 
and 1871 (South Germany), as also the debts incurred for the 
construction of State railways and the purchase of private lines, 
must be reckoned in the State debt of each separate State con- 
cerned. In the Budget of the various States the gross receipts 
of the railways come under State Revenue, their working ex- 
penses under State Outlay, the net profits furnishing not only 
the interest, and eventually the means for the repayment of the 
loans originally raised for this purpose, but, particularly in 
Prussia, a surplus over and above which goes to cover other pub- 
lic expenditure. 

Only by taking these circumstances into consideration, dif- 
fering, as they do, so essentially from those of France and Eng- 
land, is it possible for a foreigner to understand the German 
National Debt and Finances, and to compare them with those 
of other countries. In the present review, it will suffice to con- 
sider Prussia in contradistinction to the Empire, and a separate 
paper will be devoted to that purpose. 

Adolph Wagner. 



